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Target benefit plans offer a sustainable 
alternative to traditional defined contribution 
and defined benefit pension plans.

Target Benefit Plans
A New Approach for Sustainable Retirement Income
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Feature artiCLe

T he economic turmoil of the last decade has called into 
question the ability of traditional pension plans to ad-
equately deliver sustainable retirement benefits.

This is why many experts have worked on putting to-
gether a new approach—the target benefit (TB) plan.

Where defined benefit (DB) and defined contribution 
(DC) plans have fundamentally failed is the one-sided nature 
of their risk allocation and inability to adapt to changing 
times. The TB approach leverages the best aspects of DB and 
DC, while minimizing the main disadvantages of each.

A TB plan has fixed contributions, a targeted benefit level 
and a benefits/funding policy that prescribes methods for vary-
ing benefits based on affordability, with preset reserve levels 
and a predetermined order of benefit adjustments. The key dif-
ference between a TB plan and other sustainable approaches is 
that TB plan contributions are set first—at a fixed level or 
within a fixed range—and benefits are derived based on afford-
ability, with the ability to adjust benefits as experience develops.

Keys elements to the success of TB plans are the margins 
built into the costing of the targeted benefit promise, and on-
going testing of the sustainability of the contribution/benefit 
combination.

TB plans have a wide range of applications, whether deal-
ing with single employer pension plans; large, jointly spon-
sored pension plans; or a broader, more universal retirement 
system. Regarding the latter, proposals regarding new retire-
ment systems in Canada and the United Kingdom have con-
tained a key TB element.

TB plans are not simply the “flavour of the day.” Rather, 
they are one viable alternative for mitigating pension plan 
risk—and mitigating risk is crucial to providing sustainable 
retirement income. Further, we can learn much from the TB 
concept as the same principles are required to effectively 
manage any pension arrangement on a sustainable basis.

Designing a tB Plan
A sustainable pension plan is one that can consistently de-

liver, both in favourable and adverse circumstances, an ap-
propriate range of benefits within an acceptable range of 
costs over the long term.

The whole point of sustainability is to avoid severe cor-
rections to contributions and benefits.

The TB approach involves fixed contributions, or a fixed 
range of contributions, similar to a DC plan, which are not 
expected to vary over time. Benefits are then based on what 

the plan is projected to be able to afford. In this way, contri-
butions and benefits are directly linked in a way that doesn’t 
currently exist in traditional DB and DC plans.

Furthermore, TB plans never have a deficit per se as the 
plan liabilities can never exceed the plan assets. Any identifi-
able surpluses not used to improve benefits are treated as re-
serves, providing a buffer against future adverse experience. 
No excess assets would ever revert back to the plan sponsors 
as their commitment to the plan is the fixed funding rate; 
once contributions have been made, the sponsors no longer 
have any direct interest in the plan fund.

Key elements of a TB plan include:
•	 Fixed employer and/or member contributions. These 

fixed contributions can also exist within an acceptable, 
narrow predefined range.

•	 Target DB plan formula, but without the same degree 
of risk. This means less emphasis on (1) options where 
members can select against the plan, as with tradi-

ripe for target Benefits
Target benefit plans offer opportunities for employers 
and plan members in many situations.
The ideal private sector situation is one where the 
employer:
•   Is suffering with a poorly funded plan and is contem-

plating getting out of defined benefits
•   Isn’t satisfied that it can manage pension risk primarily 

through funding and investment policies, and wants to 
make better use of benefit levers that could become 
available

•   Has strong unions and/or a culture that limits the vi-
ability of a move toward defined contribution plans

•   Is in an industry that has good prospects going for-
ward.

Target benefit plans also have potential in public sector 
situations where:
•   The cost of the existing plan is becoming unsustain-

able for members and/or employers and intolerable for 
taxpayers

•   Existing benefits have no levers for adjustment in 
adverse times

•   The scale permits effective risk pooling and cost ef-
ficiency

•   Human resources requirements, and the nature of the 
career path, means there is a need for a compromise 
solution that involves something other than traditional 
defined contribution plans.
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target benefit plans

tional subsidized early retirement or spousal benefits 
and (2) benefits that are both hard to cost and have 
greater volatility, such as indexing. The promise can 
also be constructed as a minimum guaranteed benefit 
and a target benefit that will be delivered if the plan 
can afford it.

•	 Margins built into the costing of the benefit options 
used in setting and testing the sustainability of benefit 
levels

•	 Benefit variability based on affordability with preset 

reserve levels and a predetermined order of benefit ad-
justments (both improvements and cutbacks)

•	 Full integration of benefit, funding and investment 
policies.

A TB plan has sometimes been referred to as a pooled DC 
plan, where members share the plan risks through adjust-
ments to their benefits. Taking this view, member equity is of 
critical concern. Benefit designs must take a hard look at 
member equity relative to the risks borne by the members. 
Embedded options—where members can make choices that 
increase their benefits relative to other members—need to be 
identified and considered carefully.

For TB plans, the funding policy is a critical part of their 
overall design. The basic principle for the funding policy is 
that benefit adjustments are to be minimal in terms of both 
frequency and magnitude. This means that there is a deliber-
ate and quantified margin in the contribution that is pro-
jected over a long period of time to be sufficient to maintain 
benefits at the current level, and is projected using a range of 
sensitivity tests to be sufficient to maintain targeted benefits 
in a broad enough range of potential future scenarios. Should 
the TB plan experience an extended period of turbulent 
times, the TB approach gives the plan sponsor/plan trustees/
pension committee a full dashboard of options to adjust ben-
efit, funding and investment policies to maintain the plan in 
a sustainable balance.

Canadian examples
Canadian examples of TB plans have embraced many of 

the elements listed above. The University of British Colum-
bia Staff Pension Plan has operated successfully as a TB plan 
for decades within the province’s pension regulatory system. 
Resolute Forest Products (formerly Abitibi Bowater) con-
cluded negotiations in 2010 concerning some employee 
groups resulting in the agreement to set up two new TB 
plans that will operate within Quebec’s pension regulatory 
system, where the regulations for TB plans are currently be-
ing finalized.

The table shows how key elements of these real-life plans 
conform to the TB model.

The University of British Columbia Staff Pension Plan has 
a long history going back to 1972. Prior to that, employees 
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were members of an industry DC plan. When the university 
was forced to exit the industry plan, the fixed contribution 
nature of the arrangement was maintained and the university 
opted for a traditional DB plan. During the 1990s, the plan’s 
administrators and advisors increased their focus on sustain-
ability by initiating affordability testing to avoid premature 
use of the surplus that had developed. The plan has evolved 
over time, and a few keys to the ongoing operation of the 
plan include:

•	 Ongoing affordability testing, ensuring that projec-
tions show the fixed contribution level can be expected 
to sustain the target benefit in the vast majority of pro-
jection scenarios without benefit adjustments being 
required.

•	 Establishing a target reserve level that would need to 
be reached before any benefit improvements could be 
contemplated. The purpose of the target reserve was to 
minimize the probability of a benefit improvement fol-
lowed by a benefit reduction.

•	 Establishing a separate minimum reserve level which, 
if not maintained, would trigger a modest benefit re-
duction. The purpose of the minimum reserve was to 
signal a small reduction on a timely basis, rather than 
be forced to make a larger reduction with a lower ex-
pectation of recovery.

•	 Careful analysis of every benefit provision to under-
stand how plan costs were truly being allocated and 
make informed decisions on this allocation. As a result 
of this analysis, the plan was redesigned on a cost- 
neutral basis in 2009 to improve lifetime retirement 
benefits for the majority of members while, at the same 
time, removing ancillary benefits that favoured some 
members over others.

Resolute Forest Products’ interest in TB plans arose out of 
a company restructuring situation, where the new company 
going forward needed a more stable pension cost than that 
provided by its existing DB plans. Given the significant 
union presence, traditional DC plans weren’t a viable option. 

TABLE
target Benefit Plan examples
 university of British Columbia  resolute Forest Products 
 Staff Pension Plan Negotiated tB Plans

Member contributions Fixed percentage of pay Fixed percentage of pay

Employer contributions Fixed formula based on pay Fixed percentage of pay

Lifetime retirement benefits Based on final average earnings Based on final average earnings 
  in one case and indexed career  
  earnings in the other

Unreduced early retirement Age 65, with actuarial reductions  Age 60, with near-actuarial 
 for earlier retirement reductions for earlier retirement

Postretirement indexing Percentage of inflation based on  In one case, conditional based 
 plan’s benefits/funding test (includes  on solvency ratio and granted 
 preretirement indexing) for only a single year; in the  
  other case, none

Benefit variability Plan margins were sufficient and  Benefit reductions will be made 
 no benefit adjustments were necessary  to attain 100% solvency within 
 for almost 40 years until, in January  five years. Reductions can be 
 2012, future indexing was reduced from  reinstated once the plan attains 
 100% to 50% of inflation. a 100% solvency ratio plus the 
  target reserve.
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Aspects of the TB plan design that were important to ongo-
ing success included:

•	 Maintenance of an adequate benefit level for current 
and new members

•	 The creation of a safety margin in the pricing of the 
target benefit to increase the likelihood of being able to 
sustain the target benefit without reductions

•	 A natural increase in the margin inherent in the con-
tribution rate based on the expectation that the work-
force would get younger over time, resulting in a re-
duction in the underlying current service cost 
component of the contribution rate

•	 A specific reserve for postretirement indexing with 
clear rules on when and how indexing is granted

•	 Joint governance with half of the board of trustees 
comprised of plan member representatives

•	 Complete review of the investment policy to take into 
account the change in the nature of plan risks in mov-
ing from a traditional DB plan to a TB plan.

Benefits in effect prior to the adoption of the TB approach 
were kept in place and not converted.

implementing a tB Plan
Running a TB plan is more complex than running a tradi-

tional DB plan. The following criteria are recommended to 
maintain a sustainable TB plan.

From an operational and design perspective:
•	 Joint governance—There are additional fiduciary risks 

associated with a TB plan if the employer manages it 
independently of members. The sharing of all plan 
risks between employers and members can be achieved 
only if all parties actively participate in the manage-
ment of the plan in a meaningful way.

•	 Scale—These plans need to be large enough to have 
meaningful pooling of plan risks, as well as have the 
resources to handle the additional management costs.

•	 Regular ongoing monitoring—The use of stochastic 
projection tools rather than typical deterministic actu-
arial valuations are critical to understanding how to 
test the pricing of plan benefits and to determine rea-
sonable margins and reserves.

•	 Distinct benefits/funding policy—With fixed contri-
bution rates, the funding policy should provide clear 
direction on margins to establish in the pricing of plan 
benefits and target reserve levels and should also spec-
ify trigger points for benefit adjustments.

•	 Equity-driven designs—Intergenerational equity can 
be managed through a focus on career pay, minimizing 
early retirement subsidies and having no subsidized 
spousal benefits.

•	 Cost-sensitive designs—It is important that the TB 
design be based on conscious identification and deci-
sions regarding allocation of plan costs. This might 
involve providing benefit indexing only nominally or 
on a conditional basis, or defining normal retirement 
age in terms that adjust with mortality improve-
ments.

•	 Expanded member communication—The nature of a 
TB plan warrants clear and ongoing communication, 
with the potential upside of much greater member en-
gagement than in traditional DB and DC plans.

From a regulatory perspective:
•	 Exemption from regular funding rules for traditional 

DB plans
•	 Acceptance as a DC plan for pension accounting pur-

poses
•	 Acceptance as a DC benefit for tax-reporting purposes 

(i.e., pension adjustment)
•	 Availability outside of collectively bargained situations, 

provided certain governance-related criteria are met.
In Canada, we have taken two relatively simple tools, DB 

and DC plans, and heavily regulated them with little positive 
impact on delivering sustainable retirement systems. Sus-
tainable pensions are essential for the prosperity of the coun-
try—especially in light of the general aging of the popula-
tion.

While it is time for change, we don’t necessarily need 
radical change. We already have the tools in place, we just 
need to use them more effectively and permit more flexibil-
ity in their application. TB plans have great potential to 
achieve what we are all looking for: sustainable retirement 
income.  &

target benefit plans




